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The purpose of this dissertation is, by pinpointing the manipulation of materiality 
principle by executive managements for affecting the faithful presentation of financial 
statements and the abuse of materiality judgment by accountants and auditors, to 
propose an exploratory research effort for better understanding the concept of 
materiality and the decision-making process of materiality judgment and as well as to 
suggest some recommendations for actions. This research is lying on the inherent 
essence and characteristics of materiality concepts and the decision-making process of 
materiality judgments. 
Financial statement users call upon certified public accountants to provide an 
independent check on whether a company’s financial statements are free from of 
material misstatement. This independent check, or audit, does not guarantee that the 
financial statements will be free from all misstatements or omissions. Certified public 
accountants must, therefore, address in his/her audit reports the followings “In our 
opinion, the financial statements…..present fairly in all material respects…（and）in 
conformity with general accepted accounting principles”. This expression reveals 
that the preparers and auditors of the financial statements are obliged for a certain 
reasonable assurance. The so-called reasonable assurance is simply expressing that the 
correctness and completeness of the financial statements are limited to material facts 
only. At this point, the judgment of materiality does significantly affect the 
presentation of financial statements. So, as early as in 1975 when FASB was founded, 
FASB clearly interpreted that “ if the presentations of financial information are to 
be prepared economically on a timely basis and presented in a concise intelligible 
form, the concept of materiality is crucial.”Therefore, how to determine a proper 
trade-off line of materiality threshold to satisfy both the providers and users of 
accounting information is a critical subject in this research, because any failure will 
trigger the “expectation gap”, which may lead to a legal liability on providers of 
accounting information. 
This research documents the following ascertainments: 
The essence of materiality concept is a personal and subjective perception. And the 
materiality concept in accounting is defined, by accounting authorities, in term of 
financial statements users’ personal and subjective perception. Therefore, from the 
viewpoint of accountants and auditors, who apply the concept of materiality, the 
concept of materiality is extended and categorized into subjective mode versus 
objective mode, as well as the basic concept versus extensive concepts. Although both 














the purposes of implementing the principle of materiality in financial accounting 
system differs from the purposes of applying the concepts of materiality in auditing 
procedures. Because, the former distinguishes immaterial items in accounting data for 
reducing the producing cost of information as well as enhancing the understandability 
of financial statements, but the latter put much more attention on scrutinizing 
information for significant items in order to control audit risks and conduct an 
efficient and effective audit engagement. Meanwhile, the role of materiality principle 
implemented in financial accounting system plays both positive and negative function. 
Talking about the judgment of materiality, both quantitative factors and qualitative 
factors should be taken into consideration when made the judgment, especially the 
very qualitative factors that have long been neglected in practice. Also, the judgment 
should be made with the viewpoint of taking all statements as a whole and through a 
full analysis with all relevant considerations. Moreover, this dissertation also proposes 
an explorative approach to illustrate the interaction between qualitative factors and 
qualitative factors, and a explanation why the expectation gap arising from the 
difference of materiality perceptions between providers and users should have been 
last for such a long time. 
There are 7 chapters in this dissertation. Herewith, it is going to introduce this 
dissertation along chapter by chapter: 
The 1st chapter is “Introduction”.In this chapter it narrates along time-course the 
current practices and issues of materiality judgment, and also addresses the motive of 
this dissertation. The main issues studied in this dissertation are also listed out.      
Chapter 2 “Reviewing archives of materiality” introduces and comments some 
pronouncements and interpretations from accounting authorities and researchers, and 
also sets a benchmark of year 1973 when FASB was founded for categorizing 
archives into the early literatures and the current literatures. The concepts of 
materiality in early literature are confined to the implementation of materiality 
principle in accounting measurement and preparation of financial statements for 
purposes of reducing cost and highlighting the important. In light of the explosive 
increase in accounting data and the time pressure of providing understandable 
financial statements effectively and economically, accountants and auditors have to 
rely much more than ever on implementing materiality principle in order to deal with 
the overmuch workload. Especially, the current audit practice that is programmed by 
risk-orientation has to be conducted, almost in every audit procedure, through 
materiality judgment. The remainder of this chapter reviews the relevant regulations 
and standards of Mainland China, USA, and Taiwan-China. Among these the most 














proposes corrective actions.        
Chapter 3 is entitled “The interpretation in SAB99 challenges practitioners on 
materiality judgment”. The following themes are stressed in this bulletin: First, the 
judgment of materiality should take into consideration both quantitative factors and 
qualitative factors. Second, the interaction between qualitative factors and quantitative 
factors may frequently render an immaterial item with small amount to a significant 
item. Finally, Those seemingly immaterial misstatements designed by management 
should be deemed of significant on the ground of the nature in and of themselves 
regardless of the size or amount. However, most business lawyers, in respect to the 
above interpretation, comment that it has gone too far and gave accounting practice a 
tough challenge. Then, for illustrating the issues concerned in SAB99 the case of 
Erron bankruptcy and the case of IBM’s accounting trick are narrated and commented. 
In addition, four more examples are discussed to demonstrate how the qualitative 
factors will affect the judgment of materiality. They are:(1) Misstatements aroused 
from accounting estimate but changed an income into loss. (2) Selective adjustments 
were made among immaterial misstatements but not all. (3) Misclassifications were 
found but did not change net income. (4) What is the cost/benefit effect to publicly 
disclose “contingent loss”? The remainder of this chapter is to comment some popular 
approaches of calculating preliminary assessment of materiality in practice and to 
explain, based on the above discussion regarding the rapid evolution of concepts of 
materiality applied in financial accounting and auditing, the phenomena of why the 
research for a clear guidance and a reviewing criteria ex post is lagged behind. Thus, 
the following chapters are to examine what are the inherent essence and the extensive 
application of materiality concept. 
Chapter 4 is “Comparative analysis among competing theories relating to materiality”. 
The discussion in this chapter follows along the definitions of materiality by FASB 
and IASC and deems them as a “basic definition or concept” or a “primary concept”. 
These theoretical definitions are made in term of users’ perspective, which is hardly 
possible for conjecture by accountants and auditors. In the real world it is not 
uncommon that some research conclusions are not feasible in respect to the 
incapability of the technology and human mentality then, although they are 
theoretically logical. And thus, there is a way of the second to the best by accepting 
rational processes instead of rational outcomes. In this study the rational outcomes 
require “ whether the users’ judgment will be affected?” and the rational processes 
mean “ Whether the integrant presentation of the financial statements will be 
affected?”  The coming-up is to explore some extensive concepts of materiality, 














threshold), the principle of materiality, materiality concepts applied in auditing as well 
as the relationship between materiality level and audit risk, the subjective materiality 
level of providers’ perspective versus the objective materiality level of users’ 
perspective. Moreover, this study also ascertains that the application of these 
extensive concepts is a process of modifying the level of materiality. Besides, it may 
be a better approach to cognize the essence of materiality in accounting from the 
confines of these extensive concepts of materiality. Such as the comparative analysis 
between materiality principle versus the cost/benefit principle, the comparative 
analysis between materiality principle versus conservatism principle, the comparative 
analysis between materiality versus probability, the comparative analysis between 
materiality versus relevance, and the comparative analysis between materiality versus 
completeness. Similarly, it may also be helpful to explore the content of materiality 
concepts through the functionalism of materiality principle. 
Chapter 5 is “Whether culture difference among countries will affect the assessment 
of materiality level”. There is a causal relationship between the assessment of 
materiality level and the content of accounting values. The following four cultural 
constructs influence the process of producing accounting values. They are 
individualism, power distance, uncertainty avoidance, and masculinity. Among these, 
it is individualism and uncertainty avoidance that heavily influence the formation of 
accounting values. And among those accounting values, the four factors of 
professionalism, uniformity, conservatism, and secrecy are applied to set a frame for 
examining the relative positions of materiality levels assessed by accountants 
/auditors in each country. This research is a preliminary step for a further comparison, 
on the ground of cultural characteristics, of the assessment of materiality levels 
among countries/districts in the world. 
Chapter 6 is “An exploratory approach to interpret the concepts of materiality”. In the 
first section of this chapter this dissertation illustrates how the influencing power of 
materiality is forming and what constitute the influencing power. As a result of our 
analysis , it is ascertain that the“qualitative-factor” is not the“nature”; nor the
“ quantitative-factor ”  is the “ amount ” . However, the “ nature ”  should 
include “ qualitative-factor ”  and “ relative size in number ”  because 
“amount” is an absolute number. And thus, quantitative-factor should include 
amount (i.e. the absolute number) and relative size in number and the influence power 
is constituted with “quantitative-factor”and “qualitative-factor”. It is SAB99’s 
purpose to emphasize the effect of qualitative factors in materiality judgment. Both 
Table of the magnitude of qualitative factors of materiality and  Table of the 














exploratory tools to research the impacts of qualitative factors. The next is to illustrate 
an application of the model of financial statements analysis of investment theory. This 
application is to demonstrate the impacts of the influence of qualitative factors 
through the analysis and prediction of cash flow. In addition, the model of  “utility 
indifference curve ” of Economics is helpful to depict the interaction process between 
qualitative factors and quantitative factors. Moreover, an illustration of the advantages 
of flexibility caused by the combination of analogue information and fuzzy concept is 
made and used to interpret why the financial statements is still quite acceptable 
although there is a continuing exist of expectation gap of materiality level between 
users and providers of financial statements. Finally, this dissertation proposes some 
recommendations respectively to standard setters, security administrator, and 
accounting academy and also lists out some issues needed further researches. 
Keywords: Accounting    Faithful presentation of financial statements 
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第一章  导  论 









析师预期的传达书。之后经过近一年的研究，在 1999年 8月 12日 SEC会计首席会计
师 Thomas Ray发布了第 99号会计人员公告 （Staff Accounting Bulletin NO.99,SAB99）
1，对症下药地重申“重要性”的若干有待强调的概念重点，并指出若干实务工作常见













                                                 
1 SEC Staff Accounting Bulletin:No.99 -- Materiality，www.sec.gov/interps/account/sab99.htm. 
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